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Credit Opinion: WPS Resources Corporation 

WPS Resources Corporation 

Green Bay, Wisconsin, United States 
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Key Indicators 

WPS Resources Corporation 
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Global Credit Research 
Credit Opinion 

14 SEP 2004 

Save as PDF 

Moody’s Rating 
Stable 

A1 . 
A1 

P-1 

Stable 
Aa3 
Aa2 
Aa2 
Aa3 
A2 
P-1 

(PW2 

Phone 
1.212.553.1653 

Funds from Operations /Adjusted Debt 
Retained Cash Flow / Adjusted Debt 
Common Dividends I Net Income Available for Common 
Adjusted Funds from Operations + Adjusted Interest 

Adjusted Debt / Adjusted Capitalization 
Net Income Available for Common / Common Equity 

/Adjusted Interest 

LTM June 30,2004 2003 2002 2001 
27.5% 23.3% 23.3% 14.6% 
19.2% 16.296 16.4% 7.9% 

73% 76% 62% 76% 
5.78 5.26 4.69 3.17 

47.7% 50.4% 55.5% 55.2% 
10.2% 9.4% 13.9% 10.8% 

Note: For definitions of Moody’s most common tatio terms please see the accompanying Usefs Guide. 

Opinion 

Credit Strengths 

Credit strengths for WPS Resources include: 

1. Support provided by Aa2-rated utility subsidiary, 
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Loan Agreement 

DATE: December 17,2003 

LENDER WPS Resources Corporation 

BORROWER WPS Energy Services, Inc. 

AGGREGATE PRINCIPAL AMOUNT: $100,000,000.00 

In consideration of the mutual agreements herein contained, the above designated Lender 
(“Lender”) and Borrower (“Borrower’) agree as follows: 

1. 

2. 

3. 

4. 

5 .  

6 .  

7. 

Lender hereby agrees to loan to Borrower from time to time funds not to 
exceed the above-designated aggregate principal amount. This agreement 
shall automatically renew on an annual basis. The Lender reserves the right 
that at any time upon 30 days written notice to the Borrower of its intention to 
cancel and nullify its commitment here under. 

The loan shall be made in one or more advances as requested by the 
Borrower, provided that the minimum advance shall be $50,000. 

A term sheet substantially in the form attached hereto, as Exhibit A shall -. 
evidence each advance. 

Each advance shall be repayable on such date as the Lender and Borrower 
may mutually determine. Upon 30 days written notice Lender may call for 
payment in full of any outstanding principal balance plus accrued interest up 
to the date of payment receipt. 

Each advance shall bear interest on the unpaid principal amount thereof from 
the date of the advance to the date of repayment or at a minimum on a 
monthly basis. The interest rate that will be charged is equal to the prime- 
lending rate of U.S. Bank N.A., Milwaukee. This rate shall change as the US.  
Bank N.A. prime rate changes but will be capped at a maximum of 8.5%. 

In the event of a change of ownership or control of the Borrower, it becomes 
the option of the Lender to call the remaining outstanding principal balance of 
this loan along with all accrued interest to the date of payment. Such notice 
shall follow the provisions of Section 9 contained herein. 

All advances and payments here under shall be made in such cash or currency 
of the United States of America, as at the time of advance or payment is legal 
tender for payment of public or private debts. 



8. 

9. 

10. 

The following shall constitute an Event of Default under this Agreement: 

a The failure to make any payment of principal or interest when due which 
remains uncured for a period of 10 days after written notice of said default 
is sent to the Borrower. 

Upon default, the Lender at its option, without notice to the Borrower, may 
accelerate all of the indebtedness owed by the Borrower to the Lender. 

All communications or notices required or permitted by this Agreement shall 
be in writing and shall be deemed to have been given at the earlier of the date 
when actually delivered to an officer of the other party or when deposited in 
the United States mail, certified or registered mail, postage prepaid to the last 
known business address of either party. 

This loan agreement shall cancel and supercede any and all prior Loan 
Agreements between Lender and Borrower. 

IN WITNESS WHEREOF Lender and Borrower have executed this Ageement as of 
the date above written. 

LENDER: 

BY: 

BORROWER: WPS Energy Services, Inc. 

BY: 
Mark h a d t k e '  
President 



Exhibit “A” 

TERM SHEET 
For Advance pursuant 

to Loan Agreement dated December 17,2003 
Between Lender and Borrower 

DATE: 

LENDERWPS Resources Corporation 

BORROWERWPS Energy Services, Inc. 

PRINCIPAL AMOUNT OF ADVANCE: 

DUE DATE: Mutually agreed upon date between Lender and Borrower or upon 30 day 
written notice from the Lender to the Borrower of its intention to call any 
outstanding balance. 

INTEREST RATE: Prime Rate - Maximum 8.5% 

LENDERWPS Resources Corporation 

BY: 

BORROWERWPS Energy Services, Inc. 

BY: 



WPSR TO ESI LOAN BALANCES 

FROM' THRU AMOUNT INTEREST 
5/1/2005 5/1/2005 $ 13,000,000.00 1 5.75% $ 2.076.39 
5/2/2005 $ (7,000,000.00) 
5/2/2005 5/2/2005 $ 6,000,000.00 1 5.75% $ 958.33 

5/3/2005 5/5/2003 $ 6,900,000.00 3 6.00% $ 3,450.00 
5/6/2005 $ (3,000,000.00) 
5/6/2005 5/9/2005 $ 3,900,000.00 4 6.00% $ 2.600.00 

5/3/2005 $ 900,000.00 

~ 

5/10/2005 $ (3,900,000.00) 
5/10/2005 $ 



ESsl's Segment Operations 

Total segment revenues at ESI were $3,556.3 million for the year ended December 31,2004, compared 
to $3.081.2 million for the year ended December 31, 2003. The total margin at ESI was $1 11.6 million for 
the year ended December 31,2004 compared to $86.8 million for the year ended December 31,2003. 
ESl's nonregulated natural gas and electric operations are the primary contributors to revenues and 
margins and are discussed below. 

ESl's Natural Gas Results 
2004 2003 Chan e 

Nonregulated natural gas revenues $3,035.1 $2.696.6 12.5% 
Nonregulated natural gas cost of sales 2,978.5 2,652.5 12.3% 
Marglns S 56.6 $ 44.1 28.3% 

Wholesale sales volumes in billion cubic feet * 236.3 252.4 16.4%) 
Retail sales volumes in billion cubic feet ' 276.7 240.6 is.o.i, 
Represents gross physical volumes 

Natural gas revenue increased $338.5 million, driven by higher natural gas prices and the expansion of 
the Canadian retail natural gas business (due to obtaining new customers), partially offset by lower sales 
volumes from physical wholesale transactions. Sales volumes from physical wholesale transactions 
declined as a result of reduced price volatility of natural gas during the first half of 2004 (volatility provides 
more opportunity for profdable physical wholesale transactions). 

The natural gas margin at ESI increased $12.5 million, or 28.3%, for the year ended December 31, 2004, 
compared to 2003. The margin related to retail natural gas operations increased $12.3 million, primarily 
driven by higher natural gas throughput volumes in Ohio (driven by the addition of new customers), 
operational improvements, and better management of supply for residential and small commercial 
customers. Customer growth in Canada also contributed to the increase in the retail natural gas margin. 
The margin attributed to wholesale natural gas operations increased $0.2 million. The increase in 
wholesale natural gas margin was driven by a $4.6 million margin increase related to the natural gas 
storage cycle, a $2.2 million increase in the Canadian wholesale natural gas margin, and increased 
margins from other structured wholesale natural gas transactions. Favorable settlements of liabilities with 
several countetparties in 2003 (in the amount of $8.4 million) largely offset these increases in the 
wholesale natural gas margin. For the year ended December 31,2004, the natural gas storage cycle had 
a $2.0 million positive impact on margin, compared with a $2.6 million negative impact on margin for the 
same period in 2003. The increase in the Canadian wholesale natural gas margin is related to higher 
volumes (more structured wholesale transactions) as ESI continues to increase its wholesale natural gas 
operations in this region. 

ESI experiences earnings volatility associated with the natural gas storage cycle, which runs annually 
from April through March of the next year. Generally, injections of natural gas into storage inventory take 
place in the summer months and natural gas is withdrawn from storage in the winter months. ESl's policy 
is to hedge the value of natural gas storage with sales in the over-the-counter and futures markets, 
effectively locking in a margin on the natural gas in storage. However, fair market value hedge 
accounting rules require the natural gas in storage to be marked-to-market using spot prices, while the 
future sales contracts are marked-tomarket using forward prices. When the spot price: of natural gas 
changes disproportionately to the forward price of natural gas, ESI experiences volatility in its earnings. 
Consequently, earnings volatility may occur within the contract period for natural gas in storage. The 
accounting treatment does not impact the underlying cash flows or economics of these transactions. At 
December 31,2004, there was a $0.6 million difference between the market value of natural gas in 
storage and the market value of future sales contracts (net risk management liability), related to the 
2004/2005 natural gas storage cycle. At December 31, 2003, there was a $2.6 million difference (net risk 
management liability) related to the 2003/2004 natural gas storage cycle. The difference between the 
market value of natural gas in storage and the market value of future sales contracts related to the 

-45- 



2004/2005 storage cycle is expected to vary with market conditions, but will reverse entirely when all of 
the natural gas is withdrawn from storage. 

ESl's Electric Results 
(Millions) 2004 2003 Change 

Nonregulated electric revenues $518.9 $382.2 35.8% 
Nonregulated electric cost of sales 466.1 341.8 36.4% 
Malglns 5 52.8 $ 40.4 30.7% 

Wholesale sales volumes in kilowatt-hours' 3.181.5 2.768.0 14.9% 
Retail sales volumes in kilowatt-hours' 7i202.9 6,435.3 11.9% 
* Represents gross physical volumes 

Electric revenue increased $136.7 million, largely due to an $83.7 million increase resulting from higher 
volumes from pottfolio optimization strategies. In the first quarter of 2004, ESI first implemented the 
portfolio optimization strategies to optimize the value of PDl's merchant generation fleet and its own retail 
supply portfolios to reduce market price risk and extract additional value from these assets through the 
use of various financial and physical instruments (such as fowiard contracts and options). Electric 
revenue also increased as a result of the July 1. 2004, acquisition &Advantage Energy and higher 
energy prices compared to the prior year. These increases were partially offset by lower sales volumes 
from participation in the New Jersey Basic Generation Services Program, as ESl's participation in this 
program ended in May 2004. 

ESl's electric margin increased $12.4 million, or 30.7%, for the year ended December 31, 2004, 
compared to 2003. The 2004 retail electric margin increased $7.8 million compared to 2003. The margin 
related to retail electric operations in Ohio increased $7.6 million, which can be attributed to better 
management of retail operations and improved supply procurement. Also contributing to the increase in 
retail electric margin was a $2.6 million favorable settlement of a counterparty pricing dispute and positive 
operating results from Advantage Energy. The increase in the retail electric margin was partially offset by 
a decrease in margin from retail electric operations in Maine. The lower margin in Maine was anticipated 
due to the sales price and supply cost associated with the new provider of last resort in northern Maine 
(which became effective in March 2004). The margin from retail electric operations in Michigan also 
decreased, driven by higher wholesale electricity prices, higher transmission related charges, and an 
increase in competition. The margin attributed to wholesale electric operations increased $4.6 million. 
The higher wholesale electric margin was driven by a $10.3 million increase from the portfolio 
optimization strategies discussed above. This increase was partially offset by a $5.7 million decrease in 
margin from ESl's participation in the New Jersey Basic Generation Services Program, which began in 
August 2003 and ended in May 2004. Under the program, ESI realized greater margins in 2003, 
compared to 2004. 

P D k  Segment Operations 

All revenues and costs of PDl's discontinued operations (Sunbury) are combined and reported on a net 
basis in WPS Resources' Consolidated Statements of lnwme for all periods presented. Accordingly, the 
table below does not include revenues and cost of sales of discontinued operations, which are discussed 
separately within Discontinued Operations below. 

PDl's Production Results (Millions) 2004 2003 Change 

Nonregulated other revenues $71.4 $82.4 (13.4%) 
Nonregulated other cost of sales 48.1 57.9 (16.9%) , $23.3 $24.5 4.9% 



ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA 

WPS RESOURCES CORPORATION 

F. REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 

To the Shareholders and Board of Directors of WPS Resources Corporation 

We have audited the accompanying consolidated balance sheets of WPS Resources Corporation and 
subsidiaries (the "Company") as of December 31, 2004 and 2003, and the related consolidated 
statements of income, common shareholders' equity, and cash flows for each of the three years in the 
period ended December 31, 2004. Our audits also included the financial statement schedules listed in 
the Index at Item 15. These financial statements and financial statement schedules are the responsibility 
of the Company's management. Our responsibility is to express an opinion on these financial statements 
and financial statement schedules based on our audits. 

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight 
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable 
assurance about whether the financial statements are free of material misstatement. An audit includes 
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. 
An audit also includes assessing the accounting principles used and significant estimates made by 
management, as well as evaluating the overall financial statement presentation. We believe that our 
audits provide a reasonable basis for our opinion. 

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial 
position of W S  Resources Corporation and subsidiaries as of December 31,2004 and 2003, and the 
results of their operations and their cash flows for each of the three years in the period ended 
December 31. 2004, in conformity with accounting principles generally accepted in the United States of 
America. Also, in our opinion, such financial statement schedules, when considered in relation to the 
basic consolidated financial statements taken as a whole, present fairly, in all material respects, the 
information set forth therein. 

As discussed in Note 1 to the consolidated financial statements, effective Janualy 1. 2003 the Company 
changed its method of accounting for certain energy trading contracts to adopt ElTF 02-3, "Issues 
Involved in Accounting for Derivative Contracts Held for Trading Purposes and Contracts Involved in 
Energy Trading and Risk Management Activities." As discussed in Notes 1 and 15 to the consolidated 
financial statements, effective January 1, 2003, the Company changed its method of accounting for asset 
retirement obligations to adopt Statement of Financial Accounting Standard No. 143, "Accounting for 
Asset Retirement Obligations." 

We have also audited, in accordance with the standards of the Public Company Accounting Oversight 
Board (United States), the effectiveness of the Company's internal control over financial reporting as of 
December 31, 2004, based on the criteria established in Internal Control-Integrated Framework issued by 
the Committee of Sponsoring Organizations of the Treadway Commission and our report dated 
March 9,2005 expressed an unqualified opinion on management's assessment of the effectiveness of the 
Company's internal control over financial reporting and an unqualified opinion on the effectiveness of the 
Company's internal control over financial reporting. 

/s/ Deloitte & Touche LLP 

Milwaukee, Wisconsin 
March 9,2005 


